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CENTRAL INTELLIGENCE AGENCY

Office of Legislative Counsel
) Washington, D. C. 20505,
‘ Telephone:‘

19 March 1982

Mr. Leon Fuerth :
Permanent Select Committee on Intelligence
House of Representatives :

Washington, D.C. 20515

Dear Leon: .

The enclosed reéponds to your
request for information pertaining
Polish and East European debt.

Legislative Liaison
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Conflict Over Economic Reformg

Issues related to economic reform ! are the focal
point of the current politica] struggle between
Solidarity and the regime. Solidarity delegates at
the first session of their congress in Gdansk reject-
ed the government’s approach to worker self-man-

major forces on the Polish politica] scene—Solidar-
ity and the party.,

Economic reform proposals currently under discus-
sion include elements of both the Hungarian re-

the Solidarity leadership is insisting that workers
be given a stronger role in self-government, The
conflict is serious because it deals with the instity-
tionalization of power.

Moreover, conflict over €conomic reform is likely to
heat up in the months ahead as the government
Seeks to hammer out 3 wide range of specific laws

! We define €conomic reform ag fundamental changes in the
structurs of the economic system, in inslitu!ions, and in economic
mechanisms,
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It is not possible at this time to assess the economic
impact of the reiorms under consideration since we

tion of self-management may satisfy some of Soli-
darity’s demands, Yugoslavia’s experience with in-
flation and chronic balance-of-paymcnt problems

point out that such a system wilj not be a panacea

Background

Economic reform is not g new issue in Poland. In
1970 and again in 1976, the Polish Government

tralization ang a larger role for market forces inty
the €conomy. Polish economists now admis that the
reforms were half-hearted and were undermined by
entrenched bureaucratic resistance. Moreover, in -
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Other Communist

The recently released Polish economic plan for 1982 offers little prospect for a
quick halt to Poland’s economic slide and no relief for the long-suffering
consumer. The plan sets out three possible scenarios for the economy-—each
keyed to certain levels of coal production. Under the best of circumstances, the

_ most realistic option projects coal output at 168 million tons, a small increase

from 1981 levels. Under this scenario, national income would decline 3.5
percent and industrial production would stagnate. All scenarios foresee a
continuing decline in industrial production, at least through first-quarter 1982.
They also predict that the consumer will have more money to spend in 1982
but will have fewer goods to buy in state markets, especially since meat
supplies will continue to fall far short of demand] ] . 25X1

Even the most realistic variant will be difficult to meet because it assumes that
CEMA will allow Warsaw to run trade deficits, especially for raw materials.
Such an assumption may not be warranted, however, given the tenor of early -
negotiations between Warsaw and its allies over 1982 trade plans. Moreover,
there is no indication the government has consulted Solidarity on the plan. The
regime will need union cooperation, especially in lessening the disruptions that
will be caused by the planned introduction of economic reforms in Janua25Xx1
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Romania: Economy Falters

Romania’s domestic economic difficulties are both
aggravating and feeding on its already weakening
international financial position.! The regime’s de-
velopment policy, which has highly favored the

- industrial sector, is now beginning to take its toll.
Economic growth is slowing sharply, primarily due
to energy shortfalls and agricultural problems.

- Ceausescu has yet to alter his economic strategy

and instead appears willing to place greater bur-
dens on consumersﬁ :

Falling output of food and limited availability of
consumer goods, however, are already stirring in-

“ternal social and political tensions. Romania’s pre-
carious financial position, meanwhile, leaves little
room for increased imports of consumer goods.
Indeed, to alleviate the problem, Romania, already
facing growing arrearages, will likely have to cut
imports further. Even if the country obtains a
rescheduling of its debt or additional help from the
IMF, poor domestic performance will limit export
gains, effectively ruling out sharp increases in
import :

Past Economic Policy

Over the past two decades, Romania has empha-
sized rapid development of heavy industry. Rough-
ly haif of all investment funds have been allotted to
industry, with emphasis on steel, chemicals, ma-
chine building, and petroleum refining. Economic

* For a complete discussion of Romania’s current financial difficul-
ties, see “Romania: Hard Currency Situation Deteriorates,” in the
18 September 1981 JEEW.| | _
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growth has been high as a result, but the develop-
ment stategy has imposed severe strains on the
economy:

» Stress on industrial development has continued in
the face of growing domestic energy production
problems, which have forced Bucharest to rely
increasingly on costly oil imports to maintain
high levels of output.

25X1

* ‘Agricultural production has stagnated the past
five years—in part due to bad weather but mostly
because of neglect.

~ « Serious economic reforms have been ignored, and

the economy continues to be directed from the

center by a bloated bureaucracy, with lower level
- managers and workers offered inadequate incen-

tives. 25X1

Current Economic Developments

| 25X1
In 1980 national income grew at the lowest rate
since the late 1950s with agricultural production
dropping 5 percent. The data available point to
another poor performance in 1981. Industrial pro-
duction was up only 4.5 percent as of midyear,
about half the growth rate for the same period a
year earlier. Ceausescu has lamented that produc-
tion is below plan in such key sectors as extractive
industries, transportation, and machine building. A
late summer drought dimmed prospects for im-
provements in agriculture. The projected grain
harvest of 18.5 million tons will be nearly a m55y 4
tons below average, with most of the shortfall aue
to a poor corn crop. Some distress slaughtering of
livestock may occur as winter approaches]  25X1
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- Emerging Soviet Hard Currency Bind D 25X1

Moscow’s hard currency position has turned sour. After building up a
substantial foreign exchange cushion in the past two years, the USSR has been
hit in 1981 by a soaring agricultural import bill, soft oil prices in the West, and
stepped-up aid to Poland. As a result, the trade deficit is being driven nearly
$6 billion into the red, more than double the deficit of last year. Nor can Mos- -
cow look for any relief in the years ahead. The Yamal gas pipeline—the only - -

. significant new potential foreign exchange earner in the 1980s—will not

become operational until 1986 or later and even then is expected to be of only
modest help.

The size and suddenness of the deficit has already begun to affect Sovict trade:

¢ Some imports of grain and other foods are being dcfcrred and the volume of
nonagricultural imports is falling.

e Selected purchases of chemical and other mdustnal matenals are being cut.

 Except for business related to the Yamal pipeline, Soviet orders for new
plant and machinery have been sparse.

As for financing its deficit, the USSR has already been su:kmg short-term

bank credits for grain and other commodities normally bought on a cash basis.

Moscow has also been dipping into cash reserves at a substantial pace. Soviet

assets in Western banks fell from $8.6 billion to $3.6 billion in January-June,

while liabilities tQ these banks increased from $7.7 billion to $8.5 billion.

The hard currency pinch is serious enough to influence Soviet economic
relations with Eastern Europe. Moscow has again told its East European
partners that they can no longer count on massive Soviet economic assistance.
Moscow has already decided to reduce—by 10 percent or more—its highly
subsidized exports of crude to some East European countries. The Soviets
would stand to gain some $2 billion a year in hard currency earnings if all of
the oil were diverted to the West. While providing relief for the USSR’s hard
currency trade accounts, the cutback will force the East Europeans to sharply
increase their hard currency oil purchases and scale back preduction, which, in
turn, provides a substantial portion of Soviet consumer goods.

How much longer the Soviets can count on Western bank confidence is less

_certain. The international banking community has become increasingly wor-

ried about Bloc creditworthiness as a result of the Polish financial disaster, and
more recently, problems in Romania. But concern is also rising over slow
economic growth, widening balance-of-payments deficits, inefficient manage-
ment systems, and the generally poor export prospects in the other East
European countries as well. '
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Poland: The Financial SqueezeD

Poland is running out of time in its effort to stave
off default. Although it has rescheduled $4.7 billion
in 1981 debt service and reccived $5 billion in new
credits and other hard currency assistance, Warsaw
appears to have little hope of meeting a $500
million interest payment due on 10 December as a
condition for rescheduling debt to private banks.
The bankers and the Poles are scrambling for a
solution to skirt the issue, but even if Poland

- manages to scrape through the rest of this year, it
faces a buge borrowing requirement in 1982. With
Poland’s economic partners in the East and West
increasingly unwilling to provide loans and assist-
ance, default or a formal ‘debt moratorium seems
inevitable. '

. The financial crisis, meanwhile, continues to aggra-
vate domestic economic problems. Warsaw has
been unable to import raw materials and spare
parts needed for production. Conversely, the weak-
encd economy is unable to support an export drive
that could help finance debt service payments and
restore creditworthiness.

Financial Needs in Late 1981

Poland’s financial needs are being driven by its
huge debt service burden. For the final four months
of 1981, Warsaw says it needs $1.7 biilion in
credits in addition to already arranged debt relief
to pay the interest due to private banks, principal
duc to unspecified creditors, and short-term ma-
turitics which Warsaw expects that banks will
refuse to roll over. With trade roughly in balance,
Warsaw would use these credits to free export
revenues for debt-service payments. Poland’s re-
quest includes $1.2 billion in commodity credits,
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Terms of 1981 Bank Rescheduling
Armount of principal rescheduled 95 percent »
Rescheduling period 7 years
Grace period 3 years
Rescheduling fee 1 percent
Interest Rate on Rescheduled "1.75 percentage
credits ‘ pointsover

LIBOR

* Remaining 5 percent is due in three installments in
1982, '

Confidential 25X1

- most of which probably have been committed by

Western governments. The problem remains of -
making downpayments to gain access to these
credit lin 25X1
25X1
Poland reached an understanding with Western
banks in September on financial terms for resched-
uling $2.4 billion in principal payments on unguar-
anteed debt due from 26 March, when Poland
declared an informal moratorium on principal pay-
ments. The final agreement is not due to be signed

* until 10 December, by which time Warsaw must

pay interest arrearages and meet its current inter-
est obligations. The Poles now appear to have little
chance of coming up with this money, although
they claim to have cut imports recently to accumu-
late the necessary funds 25X1

20 November 1981

CONFIDENTIAL

25X1

S e

2 A ooroved For Reloase 2007/06/14 - CIARDPS4B00148R000200570020- 1 &




7/06/14 - C
';-':‘t‘ﬁ g Bk

i3t

. 19 MAR 1592
USSR, Eastven Europw, and Chines
Outlook for Growth and Currunt Acconat Belances

USSR . * .

At the und of }ho first yo.r'of the Elevénth Pive-Year Plan
period (1981-83), the Boviut wconomy was buset with norloui
problunn._ Soviet GNP gruw approximately 2 perecunt last yosr, the
third conseveutive year with growth at 2 purcent or less. Soviet.
industry expgrlenebd its worst purformance in thev postiwar period;
industrial output in 1981 grew about 2 percunt. At the same
time, overall farm output was some 10 purcent below that sttajined

in 1978, the last psak year for agricultursl output. Most
significantly, the Soviets experiunced thelr third eonsoeﬁthO
poor grein harvest in 1981, Buecause record smounts of
-grlcultural eommodlt(e; had 16 by imported, Moscow's hard
currency position deterliorated. Persistent food shortages, .
together with inervased prices for luxury goods, left many Soviet
consumers with lvss on their tables in 1981 and less in thefr
pockets., [::::]

The response of the Soviet ieadershlp to growing economie
difficulties has boen cautious and consurvative. The Supreme
Boviet ratifivd a revision of the 11th Five-Year Plan last
November that madu few changus in ths original goals approved a

year ego. Duspite current problems in agriculture and industey,
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